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OUR  MONETARY  SYSTEM, 


THE  opinion  is  very  generally  entertained  amongst 
the  mercantile  classes  in  this  country,  that  our  Mone- 
tary System  does  not  work  well.  Its  proper  function  is 
to  facilitate  trade  ;  but  experience  has  taught  them 
that  the  origin  of  all  the  great  commercial  panics 
which  appear  to  return  with  almost  decennial  regu- 
larity, is  referable  to  the  money  market.  They 
observe  that  the  state  of  the  money  market  depends 
more  upon  the  amount  of  bullion  in  the  Issue  De- 
partment of  the  Bank  of  England  than  upon  the 
Supply  of  and  Demand  for  loanable  capital  through- 
out the  country,  and  that  it  is  frequently  violently 
agitated  by  the  withdrawal  from  the  Bank  of  un- 
coined gold  and  silver  of  the  value  of  a  few  millions 
sterling.  They  are  well  aware  that  uncoined  gold 
and  silver  are  not  money  but  merchandise;  and 
they  cannot  admit  that  the  export  of  any  kind  of 
merchandise  of  the  value  of  a  few  millions  must  of 
necessity  produce  a  great  effect  on  the  rate  of  inte- 
rest or  on  commercial  credit.  It  therefore  appears 
to  them  that  some  undue  influence  over  the  money 
market  has  been  given  to  the  stock  of  Bullion  in 
the  Bank. 


The  evil  is  clearly  seen  and  admitted,  and  an 
effectual  remedy  is  urgently  demanded  :  but  we  can- 
not expect  to  cure  a  disease  until  we  have  discovered 
the  cause  of  the  malady.  The  object  of  the  follow- 
ing* remarks  is  to  endeavour  to  expose  the  agencies 
which  create  that  evil,  as  the  first  step  towards 
discovering  the  remedy. 

Parliamentary  returns  since  1844,  show  that  as  the 
stock  of  bullion  in  the  Bank  increases,  the  rate  of  inte- 
rest falls,  commercial  credit  becomes  more  extended, 
and  speculation  more  active ;  and  that  when  the  bul- 
lion is  reduced,  the  rate  of  interest  rises,  commercial 
credit  becomes  contracted,  and  speculation  collapses. 
These  returns  also  show  that  the  withdrawal  from 
the  Bank  of  a  small  amount  of  bullion — small  when 
compared  with  the  capital  engaged  in  commerce, 
and  with  the  sovereigns  in  circulation —has  a  pro- 
digious and  disproportioned  effect  on  credit,  and  on 
the  general  trade  of  the  country.  In  1847  and 
1857,  the  withdrawal  of  bullion  of  the  value  of  a 
few  millions  sterling  shook  the  credit  of  the  country 
to  its  foundations,  reduced  many  wealthy  and 
prudent  merchants  to  ruin,  and  paralysed  the  foreign 
and  wholesale  home  trades.  We  have  also  seen  at 
other  times,  especially  in  1845,  that  the  addition  of 
a  few  millions  to  the  usual  stock  of  bullion  in  the 
Bank  inflated  credit  to  such  a  degree  that  the  whole 
nation  rushed  into  the  wildest  speculations,  ending 
in  disaster  to  many. 

There   is   nothing    more   demoralising   or  more 


detrimental  to  the  commercial  interests  of  any 
country  then  frequent  and  great  fluctuations  in  the 
value  of  money,  causing'  alternately  periods  of 
great  speculative  excitement  and  of  great  depression. 
In  such  times  the  chances  of  making*  a  fortune 
suddenly  are  greatly  increased,  and  the  steady, 
industrious,  hard-working  trader  is  either  driven  to 
the  wall  by  the  reckless  adventurer  who  has  little  to 
lose,  and  who  stakes  his  future  prospects  on  a  lucky 
hit,  or  he  is  obliged  himself  to  follow  the  same 
course,  and  exchange  useful  industry  for  hazardous 
adventure.  There  is  too  much  reason  to  believe 
that  amongst  the  trading  classes  of  this  country  the 
spirit  of  speculation,  the  desire  to  make  money 
rapidly  without  labour  or  exertion,  is  on  the  in- 
crease, and  that  it  has  already  supplanted  to  a 
certain  extent  the  persevering,  honest,  and  laborious 
enterprise  of  former  days.  And  what  is  more 
likely  to  have  created  and  fostered  the  change  than 
the  great  and  frequent  fluctuations  of  prices  caused 
by  the  abundance  or  scarcity  of  money  ? 

Speculative  periods  may  be  traced  in  the  first 
instance  to  too  great  an  expansion  of  credit;  that 
again  proceeds  from  a  low  rate  of  interest,  which 
is  the  natural  result  of  an  abundance  of  capital 
seeking  employment ;  and  we  see  that  cheap  money 
is  always  co-existent  with  a  large  stock  of  bullion 
in  the  issue  department  of  the  Bank  of  England ; 
and,  on  the  other  hand,  great  depression  follows 
with  equal  regularity  when  these  conditions  are 
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reversed — both  being1  traced  ultimately  to  the  action 
of  the  bullion  in  the  Bank. 

Then  comes  the  question,  who  or  what  regulates 

the  amount  of  bullion  in  the  Bank  ?     One  would 

naturally,  suppose  that  the  directors  of  the  Bank  of 

England  had  something-  to  say  in  the  matter :  all 

other  sound  banks  can  keep  as  much  or  as  little 

gold  as  they  may  consider  for  their  interests.     But 

the  Bank  of  England  is  not  at  all  in  that  position ; 

it  cannot  diminish  its  stock  of  bullion  when  it  has 

too  much,  and  under  its  present  system  it  cannot 

increase  it  when  it  has  too  little.     The  unavoidable 

inference  from  this  fact  is,  that  there  must  be  a 

superior  power  which  overrules  it  in  this  matter — 

and  so  it  is  5  the  Bank  Act  of  1844  overrules  it. 

The  Bank  of  England  cannot  prevent  the  increase 

of  its  stock  of -bullion,  because  that  Act  compels  it 

to  exchange  its  own  promissory  notes,  payable  on 

demand  in  sovereigns,  for  uncoined  gold  and  silver 

bullion,  to  any  extent  that  may  be  offered.     But 

as  uncoined  g*old  and  silver  bullion  are  not  current 

in  this  country  as  money,  not  being  British  coin, 

they   are  only    merchandise;    so   that  in  fact  the 

Bank  of  England  is  bound  by  that  law  to  make 

cash  advances  on  certain  kinds  of  merchandise,  to 

their  full  value,  to  every  one  who  applies.     Their 

stock  of  that  gold  merchandise  may  therefore  be 

increased  to  any  extent  against  their  will. 

No  doubt  the  possession  of  bullion  is  a  security 
to  the  Bank  against  ultimate  loss ;  but  it  cannot 


assist  it  more  than  the  possession  of  any  other 
readily  saleable  merchandise  in  providing"  the  sove- 
reigns it  undertakes  to  give  in  exchangee  for  its  pro- 
missory notes  when  they  are  returned,  and  it  does 
not  practically  secure  their  immediate  convertibility  • 
in  that  respect  it  is  of  no  more  use  than  sugar, 
cotton,  coffee,  or  lead. 

This  obligation  to  issue  notes  payable  on  demand 
in  sovereigns  in  exchange  for  bullion  is  full  of  dan- 
ger to  the  Bank,  for  it  makes  it  undertake  to  do 
that  which  it  may  be  unable  to  do,  and  sometimes 
forces  it  into  difficulties  which  all  well  conducted 
banks  would  use  every  effort  to  avoid.  It  is  no  less 
injurious  to  merchants  and  capitalists,  for  the  Bank 
notes  thus  compulsorily  issued  are  the  instruments 
which  produce  the  action  of  the  bullion  in  the  issue 
department  of  the  Bank  on  the  money  market ;  they 
convert  merchandise  into  loanable  capital  seeking1 
employment,  and  the  banking-  department  forces  this 
newly  created  capital  on  the  money  market  in 
competition  with  that  which  is  already  there.  If 
our  currency  system  were  in  a  sound  and  healthy 
state,  the  import  or  export  of  ten  or  fifteen  millions' 
worth  of  gold  and  silver  bullion  would  have  little 
more  effect,  on  our  money  market  than  the  import 
or  export  of  an  equal  value  of  sugar,  coffee,  copper, 
or  other  merchandise. 

It  may  be  said  that  it  frequently  happens  that  a 
considerable  portion  of  the  bullion  in  the  Bank  con- 
sists of  sovereigns  which  cannot  strictly  be  called  mer- 
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chandise.  But  when  that  is  the  case  there  is  clearly 
no  necessity  for  issuing-  notes  of  £o  and  upwards 
to  an  equal  amount,  for  the  mere  fact  of  more 
sovereigns  being-  deposited  in  the  Bank  than  that 
establishment  can  employ,  proves  that  there  is 
already  more  cash  in  circulation  than  the  public 
want;  and  why  compel  the  Bank  to  issue  more 
notes  when  it  would  be  wiser  to  withdraw  some  of 
those  previously  issued  ?  In  either  case,  whether 
the  bullion  consists  of  sovereigns,  or  of  uncoined 
gold  and  silver,  this  obligation  imposed  on  the  Bank 
is  injudicious,  unnecessary,  and  hurtful. 

So  long  as  the  Bank  is  compelled  to  issue  con- 
vertible notes  in  exchange  for  bullion,  that  establish- 
ment is  not  a  free  agent,  and  cannot  prevent  its 
stock  of  bullion  increasing  to  any  extent  which  may 
suit  the  interests  of  bullion  merchants,  however 
much  opposed  they  may  be  to  the  interests  of  our 
own  capitalists  and  general  traders. 

Now  what  may  be  the  interests  of  the  bullion 
merchants  depends  upon  the  demand  for  bullion 
in  other  countries.  If  a  great  demand  suddenly 
springs  up  in  Russia,  America,  Germany,  India,  or 
any  other  country,  the  bullion  merchants  know  that 
there  is  a  stock  in  the  Bank  of  England  entirely  at 
their  command,  and  they  accordingly  supply  their 
wants  there.  If  the  quantity  of  bullion  required  to 
supply  the  demand  be  large,  the  drain  on  the 
Bank  is  severely  felt  in  the  money  market.  A 
sudden  demand  for  the  United  States  might  raise 
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the  rate  of  interest  in  London  5  or  6  per  cent, 
and  upset  the  best  considered  commercial  arrange- 
ments. 

Indeed  it  may  be  truly  said,  that  our  commerce 
is  more  frequently  and  more  injuriously  affected  by 
the  value  of  gold  and  silver  in  foreign  countries  than 
by  any  other  single  cause ;  for  if  we  follow  the  links 
of  the  chain  of  influences,  we  shall  find  that  a  demand 
for  gold  and  silver  for  foreign  countries  leads  to  the 
withdrawal  of  bullion  from  the  Issue  Department  of 
the  Bank  :  the  Banking  Department  then  raises  the 
rate  of  interest,  credit  is  checked,  money  becomes 
scarce,  want  of  confidence  follows,  commercial  trans- 
actions are  restricted,  prices  of  merchandise  and 
manufactures  fall,  and  trade  languishes ;  and  as  we 
well  know,  the  stagnation  of  trade  brings  with  it  the 
numerous  evils  which  always  accompany  the  cessa- 
tion or  diminution  of  industrial  occupations  in  a 
country  like  this,  whose  prosperity  mainly  depends 
on  its  trade  and  manufactures. 

From  what  has  been  said  it  is  evident  that  the 
Bank's  inabilit}^  to  prevent  an  undue  increase  in  its 
stock  of  bullion,  and  an  excess  of  notes  when  they 
are  not  wanted,  is  owing  to  the  obligation  imposed 
upon  it  by  the  Act  of  1844  to  issue  notes  to  the  full 
amount  of  the  bullion  deposited  with  it. 

We  have  now  to  discover  the  influences  which 
prevent  the  Bank  of  England  from  retaining  in  its 
possession  as  large  a  cash  balance  as  may  be  con- 
sidered prudent  and  judicious  according  to  sound 
principles  of  banking.  All  private  and  joint-stock 
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banks,  and  solvent  merchants  and  shopkeepers  in 
the  kingdom,  are  perfectly  able  to  keep  as  much 
cash  in  their  strong*  boxes  or  tills  as  they  think 
desirable.  How  is  it  that  the  Bank  of  England  is  the 
only  exception  to  this  general  rule?  That  it  is  an 
exception  will  be  readily  admitted  by  all  who  have 
watched  its  career  since  1844.  It  is  this  inability 
of  the  Bank  to  maintain  its  cash  balance  at  its 
proper  amount  which  causes  a  drain  of  gold  to  be 
looked  on  with  such  dread  by  all  persons  engaged 
in  commerce.  It  cannot  be  forgotten  that  twice 
since  the  passing  of  the  Bank  Act  in  1844,  the 
Bank  was  on  the  point  of  suspending  cash  payments 
from  the  want  of  sovereigns,  and  that  catastrophe 
was  in  both  cases  averted  by  the  interference  of  the 
Legislature.  The  Bank's  weakness  on  this  vital 
point  cannot  be  denied,  however  much  it  may  be 
lamented.  An  analysis  of  the  Bank's  financial 
position  will  explain  the  cause. 

If  we  refer  to  the  Bank  returns  of  the  16th  De- 
cember, for  the  sake  of  illustration,  we  shall  see  that 
the  whole  capital  at  the  disposal  of  that  establish- 
ment was  £40,731,018,  of  which  £12,916,245  con- 
sisted of  bullion  deposits.  The  capital  was  thus 
accounted  for : — 

Government  securities        .       .     £10,762,330 
Other  securities     ....       21,443,719 

Notes 7,765,740 

Gold  and  silver  coin     .       .  759,229 


£40,731,018 
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Without  entering-  into  irrelevant  details,  it  will  be 
sufficient  for  our  purpose  to  examine  the  conditions 
on  which  the  unemployed  cash  on  hand  is  held,  and 
the  control  the  Bank  has  over  it.  It  consists  of  notes 
to  the  amount  of  £7,765,740,  and  of  gold  and  silver 
coin  to  the  amount  of  £759,229  ;  making-  tog-ether 
£8,524,969.  This  at  first  sig-ht  may  appear  an 
ample  cash  balance,  and  it  would  be  so  if  the  Bank 
could  call  it  its  own,  as  a  solvent  trader  can  call  his 
cash  balance  his  own.  Bat  the  Bank  cannot  do  so,  for 
of  that  large  sum  the  only  part  which  is  really  at  the 
disposal  of  the  banking  department  of  the  Bank 
is  the  gold  and  silver  coin,  amounting  to  £759,229 
— the  much  greater  sum  of  £7,765,740  consists  of 
notes  issued  on  the  security  of  gold  and  silver 
bullion  deposited  in  the  issue  department,  which 
notes  are  at  the  disposal  of  the  issue  department 
and  must  be  cancelled  as  the  bullion  is  withdrawn. 
But  the  bullion  in  the  issue  department  does  not 
form  any  part  of  the  capital  of  the  Bank  of  England, 
it  does  not  belong  to  it,  it  is  merely  deposited  as 
merchandise  in  order  to  enable  those  who  owned  it 
to  get  notes  advanced  upon  it.  Like  other 
merchandise  deposited  with  warehousemen,  it  is 
liable  to  be  withdrawn  from  their  custody  as 
soon  as  a  good  market  can  be  found  for  it.  There- 
fore all  the  notes  issued  on  that  security,  whether 
they  are  in  the  hands  of  the  public  or  in  the 
banking  department,  are  liable  to  be  cancelled  as 
soon  as  the  bullion  deposits  are  withdrawn.  Those 
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which  would  fall  to  be  first  cancelled  are  not  those 
in  the  hands  of  the  public,  but  those  which  lie  un- 
employed in  the  banking-  department.  It  is  there- 
fore evident  that  they  cannot  be  relied  on  to  assist 
the  Bank  in  any  emergency ;  for  it  is  precisely  when 
they  are  most  needed  that  they  must  be  cancelled,  viz., 
during1  a  drain  of  gold.  They  cannot  then  be  said  to 
form  a  cash  balance  in  the  true  mercantile  sense  of 
these  words.  Nevertheless  the  Bank  acts  as  if  these 
notes  formed  a  real  sound  working1  reserve  of  cash. 
I  have  no  hesitation  in  saying  that  if  the  Bank 
carried  out  honestly  and  fairly  the  spirit  and  princi- 
ples of  the  Act  of  1844,  it  would  not  trust  to  these 
notes  as  a  reserve  fund,  and  would  throw  no  obstacle 
in  the  way  of  their  being  cancelled  in  the  event  of 
the  state  of  the  foreign  exchanges  leading  to  an  ex- 
port of  bullion.  But  unless  it  retain  a  much  larger 
real  bonajlde  cash  balance  of  gold  and  silver  coin  in 
its  banking  department  than  it  ever  has  yet  done,  it 
must  always  be  under  the  necessity  of  evading  the 
real  aim  and  object  of  the  Bank  Act  of  1844,  which 
is  to  make  the  paper  currency  contract  and  expand 
under  the  influence  of  foreign  exchanges  in  the 
same  way  as  a  pure  metallic  currency  does. 

The  nature  of  the  risk  which  the  Bank  incurs 
when  it  discounts  bills,  which  have  two  or  three 
months  to  run,  with  these  bullion  deposit  notes,  de- 
mands a  larger  cash  balance  than  ordinary  banking 
business.  Bankers  who  operate  on  ordinary  deposits 
can  calculate  pretty  accurately  the  proportion  which 
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may  be  called  up,  but  bullion  deposits  are  the  most 
uncertain  of  all  deposits  \  the  former  consists  of 
realised  capital  not  likely  to  be  disturbed,  the  latter 
of  the  most  saleable  of  all  merchandise  for  which  a 
demand  may  spring1  up  at  any  moment  from  causes 
which  no  one  can  foresee,  and  which  may  cause  its 
immediate  withdrawal.  To  employ  such  volatile 
property  to  make  loans  for  a  fixed  and  rather  long 
period  must  be  a  business  attended  with  much 
hazard,  and  that  is  a  business  which  the  Bank 
carries  on  upon  a  large  scale.  Hence  the  fear  with 
which  a  drain  of  bullion  is  regarded  by  the  Bank ; 
for  it  threatens  to  oblige  it  to  repay,  without  notice 
or  delay,  money  which  it  has  lent  out  for  two  or  three 
months.  As  soon  as  the  directors  see  symptoms  of 
a  drain  of  gold,  they  very  naturally  take  the  alarm, 
and  in  self-defence,  not  for  the  good  of  the  commerce 
of  the  country,  adopt  what  they  consider  the 
easiest  and  most  effectual  means  at  their  disposal 
for  stopping  it. 

The  course  usually  adopted  under  such  circum- 
stances, is  this :  when  the  stock  of  bullion  in 
the  issue  department  of  the  Bank  of  England  is 
so  much  diminished  as  to  reduce  the  notes  at  the 
disposal  of  the  banking  department  to  an  incon- 
veniently small  amount,  the  directors  encourage 
a  general  contraction  of  credit  and  raise  the  rate 
of  interest.  Their  object  is  to  check  the  export 
of  bullion  by  rendering  the  operation  less  profit- 
able, not  by  a  rise  in  its  value,  but  by  rendering 
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it  more  difficult  for  the  exporters  to  procure  the 
means  of  exporting'  it.  With  few  exceptions  no 
large  shipments  of  bullion  can  take  place  without 
hills  of  some  kind  or  other  being1  discounted.  If  the 
Bank  can  render  the  discount  of  these  bills  difficult 
and  expensive,  it  will  thus  diminish  the  profit  and 
throw  obstacles  in  the  way  of  these  shipments,  and 
in  an  indirect  manner,  produce  an  effect  equivalent 
to  a  rise  in  the  value  of  the  bullion  itself. 

This  policy  is  no  doubt  sometimes  successful ;  but 
it  is  attended  with  this  fatal  objection,  at  the  same 
that  it  checks  the  export  of  bullion  it  paralyses  the 
whole  trade  of  the  country,  especially  those  trades 
which  are  carried  on  with  the  aid  of  good  credit, 
which  is  and  must  always  be  the  case  with  all  ex- 
tensive home  and  foreign  trades,  for  it  is  impossible 
to  raise  the  discount  on  one  class  of  good  bills  of 
exchange  without  raising  it  on  all. 

Although  that  policy  is  sometimes  successful 
when  the  drain  of  bullion  proceeds  from  a  foreign 
demand,  it  aggravates  the  evil  when  the  drain  pro- 
ceeds from  a  home  demand.  We  must  not  lose 
sight  of  the  fact,  that  although  these  two  descrip- 
tions of  drains  of  gold  both  equally  distress  the 
Bank,  they  require  very  different  treatment.  To 
check  a  foreign  demand  of  bullion,  the  amount 
of  gold  and  notes  in  circulation  or  commercial  credit 
ought  to  be  restricted  in  order  to  raise  its  value 
in  this  country ;  but  a  home  demand  can  be  stopped 
only  by  supplying  the  public  with  more  sovereigns 
and  bank  notes,  or  by  extending  credit. 
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A  foreign  demand  for  bullion  has  something1  mys- 
terious about  it.  No  one  can  foresee  whence  it 
may  come,  when  it  may  appear,  nor  to  what  extent 
it  may  be  carried.  It  is  beyond  foresight  or  control, 
and  seems  sometimes  inexhaustible.  Many  persons 
moreover  regard  it  with  peculiar  dread  through  the 
mists  of  foreign  exchanges.  Capitalists,  therefore, 
see  its  approach  with  alarm. 

A  home  demand  for  gold  is  more  simple,  more 
readily  understood,  and  more  easily  controlled.  It 
does  not,  under  ordinary  circumstances,  create  much 
alarm,  and  its  vast  importance  has  for  this  reason 
been  too  much  overlooked  by  the  framers  of  systems 
of  currency.  It  may  proceed  either  from  great 
activity  in  the  retail  trade  and  in  the  manufacturing 
and  agricultural  industries,  when  the  payment  of 
wages  and  small  sums  increase,  or  it  may  proceed 
from  a  sudden  and  great  contraction  of  credit, 
throwing  out  of  circulation  bills  of  exchange  which, 
in  ordinary  times,  are  used  largely  to  make  pay- 
ments instead  of  sovereigns  or  bank  notes. 

These  two  causes  of  drain,  viz.,  the  foreign  and 
home  demand  for  bullion  or  sovereigns,  are  seldom, 
if  ever,  in  action  at  the  same  time  to  any  great 
extent ;  for  a  foreign  drain  can  take  place  only  when 
bullion  is  cheaper  here  than  it  is  abroad,  and  a  home 
drain  has  the  effect  of  enhancing  the  value  of  gold 
at  home,  and  raising  it  above  the  foreign  level. 

Many  persons  contend  that  the  state  of  the  cur- 
rency can  have  no  great  influence  on  the  rate 
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of  interest  and  on  commercial  credit,  and  that  no 
bank  can  have  power  to  control  commercial  credit, 
and  raise  or  lower  the  rate  of  interest  at  its  plea- 
sure. They  say  that  capital  is  one  thing1  and  cur- 
rency, which  is  only  the  instrument  for  transferring 
capital  from  one  person  to  another,  is  quite  another 
thing' ;  that  the  rate  of  interest  depends  on  the 
supply  compared  with  the  demand  for  capital ;  and 
that  the  state  of  credit  is  the  result  of  successful 
trading  and  honourable  conduct  on  the  part  of  the 
borrowers,  taken  in  conjunction  with  the  pecuniary 
means  at  the  disposal  of  capitalists.  They  also  say 
that  gold  whether  coined  or  uncoined  is  merchandise 
or  property,  and  that  it  is  subject  to  the  same  laws 
of  supply  and  demand  as  other  property — that  the 
reduction  of  the  supply  of  gold  in  this  country  by 
the  export  of  our  surplus  stock  will  raise  the  value 
of  that  which  remains,  and  stop  the  demand,  the 
same  as  with  sugar  and  coffee  — and  that  its  import 
and  export  should  have  no  more  effect  on  the  rate 
of  interest  than  the  import  and  export  of  other 
merchandise. 

We  admit  that  these  assertions  are  based  on  sound 
principles,  and  that  if  our  system  of  banking  and 
currency  were  not  subject  to  peculiar  influences, 
neither  the  state  of  the  currency  nor  of  the  Bank 
of  England  would  materially  affect  the  rate  of  in- 
terest or  commercial  credit,  and  that  the  demand  for 
gold  for  shipment  would  create  but  little  more  incon- 
venience to  the  commercial  public  than  the  shipment 
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of  any  other  merchandise.  But  if  we  follow  care- 
fully the  various  phases  of  a  money  pressure,  and 
watch  the  action  of  the  Bank  of  England,  we 
shall  be  forced  to  the  conclusion  that  the  bullion 
in  the  issue  department  of  the  Bank  of  England 
is  the  motive  power,  and  the  banking  department 
the  instrument  by  which,  at  certain  times,  commer- 
cial credit  is  thrown  out  of  gear,  and  the  rate  of 
interest  is  driven  up  and  down  with  too  frequent 
and  most  destructive  vibrations. 

At  first  we  are  unable  to  understand  how  one 
bank  situated  in  London,  can  produce  great 
and  instantaneous  effect  on  the  rate  of  interest 
throughout  the  \vhole  kingdom,  contract  credit, 
and  paralyse  more  or  less  all  trading*  operations — 
for  no  other  bank,  nor  even  half-a-dozen  banks 
united,  commanding  double  the  capital  of  the  Bank 
of  England,  could  produce  the  same  result.  This 
extraordinary  influence  over  the  money  market 
arises  from  the  peculiar  position  in  which  the  Bank 
has  been  placed,  partly  by  its  great  command  of 
capital,  its  prestige,  and  the  nature  of  its  business, 
but  principally  by  the  privileges  conferred  on  it, 
and  by  the  never-failing  support  it  has  received 
from  the  Government  in  its  day  of  trouble.  For 
many  years  the  Bank  of  England  has  been  looked 
upon  as  being  almost  a  part  of  our  Government. 
Its  directors  have  always  been  men  of  note  and 
reputation  in  the  commercial  world.  It  is  the 
financial  agent  of  the  nation  ;  and  in  times  of  pres- 
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sure,  successive  Governments  have  preferred  to  sus- 
pend the  law  of  the  land  rather  than  allow  the  Bank 
to  become  insolvent  even  temporarily.  This  power- 
ful shield  which  is  always  ready  to  be  interposed 
to  guard  it  from  danger,  has  given  it  a  degree 
of  credit  which  no  other  institution  ever  can  pos- 
sess; but  it  has  at  the  same  time  imparted  to  it 
a  degree  of  recklessness  and  indifference  to  the  com- 
mercial interests  of  the  country  which  no  other 
bank  dare  to  imitate. 

As  the  credit  of  the  Bank  of  England  is  thus 
practically  guaranteed  by  the  nation,  it  is  regarded 
by  bankers  as  the  most  secure  and  most  convenient 
place  of  deposit  for  their  spare  cash.  It  has  therefore 
become  the  Bank  of  all  the  principal  bankers  and 
capitalists,  not  only  of  London,  but  of  the  provinces 
and  of  Scotland.  This  very  peculiar  and  exceptional 
character  of  the  Bank  of  England  increases  its 
influence  at  the  commencement  of  a  drain  of  gold 
to  an  extraordinary  degree.  For  at  the  commence- 
ment of  a  drain  of  gold  all  bankers  and  cautious 
capitalists  become  uneasy  and  think  it  prudent  to 
restrict  their  business  and  to  increase  their  cash 
balances ;  and  as  they  do  not  wish  to  hold  much 
more  gold  in  their  own  possession  than  usual,  they 
deposit  the  surplus  with  the  Bank  of  England,  and 
from  this  cause  the  private  deposits  are  generally 
increased  at  the  beginning  of  a  drain  of  gold. 

A  foreign  drain  first  acts  on  the  fears  of  capi- 
talists and  traders;  those  fears  strengthen  the 
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Bank.  The  demand  for  discounts  becomes  active — 
the  Bank  then  publicly  announces  an  advance  in  the 
rate  of  interest — that  announcement  flies  over  the 
country  by  telegraph,  arid  acts  like  an  electric 
shock.  The  alarm  increases — there  is  a  greater 
demand  for  discounts,  and  perhaps  the  rate  is  again 
advanced,  If  the  drain  of  bullion  be  not  excessive 
the  alarm  subsides,  the  rate  of  interest  falls,  and 
matters  drop  into  their  usual  course, 

It  not  unfrequently  happens  that  the  drain, 
instead  of  quietly  subsiding-,  becomes  more  active. 
The  position  of  the  Bank  then  changes.  It  enters 
another  and  a  dangerous  phase,  which  proves  the 
unsoundness  and  temerity  of  its  previous  course. 
This  second  phase  is  the  result  of  pressure  put  upon 
traders  by  bankers  and  capitalists.  The  traders, 
who  are  restricted  in  their  discounts,  are  oblig'ed  to 
draw  out  the  balances  at  their  credit  with  their 
bankers,  in  order  to  procure  the  means  of  carrying- 
on  their  business,  and  meeting*  their  engagements. 
These  bankers  in  their  turn  are  compelled  to 
diminish  their  deposits  with  the  Bank  of  England, 
which  they  had,  at  the  first  appearance  of  the  storm, 
increased.  The  Bank  of  England  is  thus  exposed 
at  the  same  time  to  two  drains — one  of  bullion  and 
the  other  of  deposits :  and  as  the  state  of  the  Bank's 
affairs  is  published  every  week,  the  public  soon 
become  aware  of  its  danger.  The  alarm  is  intensi- 
fied, trade  is  paralysed,  and  a  commercial  panic 
sets  in. 

B  2 


20 

About  this  time  a  change  usually  takes  place 
in  the  cause  and  nature  of  the  drain.  We  have 
seen  that  it  at  first  sets  in  by  a  foreign  demand, 
but  the  pressure  for  money  at  home  raises  the 
value  of  sovereigns  and  bullion,  and  stops  the 
foreign  demand  by  rendering  the  export  of  them 
unprofitable.  The  want  of  confidence  and  great 
restriction  of  credit  which  exists  at  such  a  time 
throws  out  of  circulation  a  large  amount  of  com- 
mercial paper,  which  in  ordinary  times  performs 
the  function  of  sovereigns  and  Bank  notes.  This 
commercial  paper  has  to  be  replaced  by  sovereigns 
and  Bank  notes,  and  hence  arises  a  great  demand 
for  both,  for  home  circulation.  The  drain  on 
the  Bank  which  becomes  very  great  and  urgent 
at  the  height  of  a  commercial  panic  is  not  for 
export,  but  for  circulation  at  home,  and  it  can 
only  be  satisfied  by  an  increased  issue  of  sovereigns 
and  Bank  notes,  or  by  a  return  of  confidence  and 
the  re-establishment  of  credit.  But  the  Bank  of 
England  has  no  sovereigns  to  give,  and  it  is  pre- 
cluded by  the  Bank  Act  from  issuing  Bank  notes 
unless  it  has  bullion  to  represent  them ;  nor  can 
credit  be  re-established  so  long  as  there  is  a  scarcity 
of  the  circulating'  medium,  for  bankers  cannot 
discount  bills  without  money,  and  every  one 
hoards  it  when  it  is  scarce.  The  suspension  of  the 
restriction  imposed  on  the  Bank  by  the  Bank  Act 
is  the  only  remedy  when  matters  have  reached  this 
point,  and  that  remedy  has  been  twice  forced  upon 
the  Government. 
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From  this  outline  of  the  part  which  the  Bank 
plays  when  there  is  a  foreign  demand  for  gold,  we 
see  that  the  export  of  bullion  creates,  in  the  first 
instance,  a  pressure  on  the  banking-  department,  it 
in  its  turn  creates  a  pressure  on  commercial  credit 
and  on  the  money  market,  and  the  pressure  thus  put 
upon  the  commercial  public  re-acts  on  the  currency 
and  enhances  the  value  of  gold  at  home. 

Although  the  Bank  by  raising  the  rate  of  interest 
may,  with  much  detriment  to  trade,  check  a  mode- 
rate foreign  demand  for  gold,  it  has  never  yet  been 
able  by  that  means,  effectually  arid  entirely  to  stop 
an  extensive  and  continuous  foreign  drain — a  fact 
which  has  been  more  than  once  proved,  when  foreign 
grain  has  been  largely  imported. 

The  important  point  which  we  have  now  to  con- 
sider is,  whether  the  value  of  gold  at  home  could  not 
be  enhanced  when  a  foreign  drain  sets  in,  without 
the  intervention  of  that  most  injurious  and  dangerous 
action  of  the  Bank  on  the  commercial  credit  of 
the  country— whether,  in  fact,  the  export  of  gold 
might  not  have  a  direct  action  in  enhancing  the 
value  of  that  which  is  in  circulation,  and  gradually 
stop  its  efflux,  in  the  same  way  as  the  export  of 
sugar  from  the  surplus  stock  on  hand  enhances  the 
value  of  what  remains  by  reducing  the  supply.  It 
would  then  become  more  profitable  to  export  other 
merchandise  to  meet  the  pecuniary  engagements  of 
the  country,  and  the  export  of  gold  would  cease. 
I  believe  that  to  have  been  the  intention  and  object 
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which  the  framers  of  the  Bank  Act  had  in  view, 
and  it  is  desirable  to  know  whether  it  is  owing-  to 
any  defect  in  that  Act,  or  to  the  injudicious  conduct 
of  the  Bank,  that  another  course  has  been  adopted, 
a  course  so  ineffectual  for  attaining-  the  object 
sought,  and  at  the  same  time  so  destructive  to  the 
best  interests  of  the  country. 

The  Bank  Act  of  1844,  was  essentially  a  Cur- 
rency Act,  passed  principally  for  the  purpose  of 
regulating'  the  issue  of  bank-notes,  and  incidentally 
to  free  the  London  bankers  from  certain  very 
absurd  and  injurious  restrictions.  Nothing  was 
farther  from  the  intentions  of  its  framers  than  that 
it  should  interfere  with  commercial  credit  or  the 
money  market.  Indeed  the  possibility  of  such  a 
result  does  not  appear  to  have  been  contemplated  by 
any  one  who  took  part  in  the  debates  in  the  House 
of  Commons,  on  the  6th  and  20th  May,  1844. 

Sir  B.  Peel  thus  explains  what  his  intentions 
and  expectations  were  :— C(  Now,  unless  the  issuers 
of  paper  conform  to  certain  principles,  unless  they 
vigilantly  observe  the  causes  which  influence  the 
influx  or  efflux  of  coiiij  and  regulate  their  issues  of 
paper  accordingly,  there  is  danger  that  the  value  of 
the  paper  will  not  correspond  with  the  value  of  the 
coin."  The  first  part  of  that  sentence  states  clearly 
his  opinion  as  to  the  principle  which  he  thought 
ought  to  regulate  the  issues  of  notes. 

In  another  part  of  his  speech,  he  states  with 
much  lucidity  and  with  unquestionable  accuracy, 
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the  connection  which  exists  between  a  foreign 
demand  for  gold  and  our  own  currency,  and  the 
little  effect  such  a  foreign  demand  may  be  expected 
to  produce  on  our  money  market,  if  our  currency 
were  in  a  healthy  and  sound  state.  His  remarks 
are  well  worthy  of  peculiar  attention.  "  The 
export  of  gold/'  he  said,  u  whether  coined  or  un- 
coined, is  governed  by  precisely  the  same  laws  by 
which  the  export  of  any  other  article  is  governed. 
Gold  will  not  leave  this  country  unless  gold  be 
dearer  in  some  other  country  than  it  is  in  this. 
It  will  not  leave  this  country  merely  because  it  is 
gold,  nor  while  there  is  any  article  of  our  produce 
or  manufacture  which  can  be  exported  in  exchange 
for  foreign  produce  with  a  more  profitable  return. 
If  gold  coin  be  in  any  country  the  common  medium 
of  exchange,  or  if  the  promissory  notes  which  per- 
form in  part  the  functions  of  gold  coin,  are  at  all 
times  and  under  all  circumstances  of  equal  value 
with  gold,  and  are  instantly  convertible  into  gold, 
there  are  causes  in  operation  which,  without  any 
interference  on  our  part,  will  confine  within  known 
and  just  limits  the  extent  to  which  gold  can  be 
exported.  There  may,  no  doubt,  be  temporary 
pressure  from  the  export  of  gold,  even  when  it  is 
confined  within  these  limits,  but  none  for  which  you 
may  not  provide." 

Throughout  the  whole  of  Sir  R  Peel's  speeches, 
made  in  introducing  the  Bank  Act,  we  find  the 
same  leading  idea  that  the  efflux  of  bullion  should 
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produce  a  contraction  of  our  currency,  as  the  surest 
and  least  injurious  mode  of  stopping-  its  export. 

The  question  now  before  us  is  whether  the  Bank 
of  England  has  interpreted  the  Act  as  Sir  R.  Peel 
intended,  and  acted  in  that  spirit.  Let  us  see,  in 
the  first  place,  whether  the  Bank  of  England  acts 
on  the  fundamental  principle  laid  down  by  Sir  II. 
Peel,  viz.,  that  it  should  regulate  its  issues  according 
to  the  influx  or  efflux  of  bullion. 

His  intention  was  that  an  export  of  bullion 
should  cause  the  Bank  to  contract  the  notes  in 
circulation  in  the  hands  of  the  public,  and  that  no 
extraneous  influence,  such  as  a  contraction  of 
credit,  should  be  brought  to  bear  so  as  to  check 
the  legitimate  trade  in  bullion.  He  was  prepared 
to  carry  out  his  principle  to  its  full  extent,  for 
he  contemplated  the  possibility  of  all  the  bullion 
being  withdrawn  from  the  issue  department,  when 
he  said — "Circumstances  might  possibly  arise  in 
which  the  Bank  might  find  it  necessary  to  restrict 
its  issues  within  the  amount  of  £14,000,000.  In 
that  case  the  Bank  will  have  power  to  diminish  the 
£3,000,000  of  securities  which  are  to  be  deposited, 
in  addition  to  the  £11,000,000  of  debts  assigned." 

It  cannot  be  denied  that  the  Issue  Department 
complies  literally  and  precisely  with  the  terms  of 
the  Act,  and  that  it  cancels  its  notes  as  the  bullion 
disappears  :  but  it  is  equally  certain  that  the  Bank- 
ing Department  uses  its  enormous  influence  over 
commercial  credit  and  the  money  market  to  prevent 
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the  bullion  being  withdrawn  from  the  Issue  Depart- 
ment, when  it  requires  it  for  carrying  on  its  bank- 
ing business.  It  not  unfreqnently  feels  that  with 
its  small  reserve  of  coin  and  its  large  discounts,  it 
could  not  with  safety  to  itself  allow  the  issue  of 
notes  to  fall  so  low  as  Sir  R.  Peel  anticipated,  and 
the  directors  do  not  hesitate  in  such  circumstances 
to  paralyze  the  whole  trade  of  the  country,  rather 
than  risk  the  safety  of  that  establishment 

Now,  there  can  be  no  doubt  that  if  we  consider 
only  the  interests  of  the  public,  Sir  R.  Peel  is  right 
and  the  Bank  wrong ;  but  if  we  consider  only  the 
interests  of  the  Bank  of  England,  Sir  R.  Peel  is 
wrong ;  for  the  Bank,  it  must  be  admitted,  have 
adopted  the  policy  which  suits  their  own  interest 
best. 

What  would  be  the  consequences  to  the  public  of 
allowing  the  export  of  bullion  to  go  on  until  it  were 
stopped  by  a  contraction  of  the  currency,  and  a 
rise  in  the  value  of  gold  coin  in  the  hands  of  the 
public  ?  There  might  be,  as  Sir  R.  Peel  says,  £{  a 
temporary  pressure,  but  none  for  which  you  might 
not  provide."  There  would  be  no  pressure  on  com- 
mercial credit,  and  very  little,  if  any,  rise  in  the 
rate  of  interest.  The  effect  produced  would  be  more 
on  prices  than  on  credit.  The  public  would  not 
suffer ;  trade  would  not  be  checked,  for  lower  prices 
would  probably  stimulate  the  export  trade,  and  we 
should  see  greater  activity  instead  of  stagnation, 
and  mutual  confidence  instead  of  failure  and  dis- 
trust. 
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But  what  would  be  the  position  of  the  Bank  of 
England?  All  the  reserve  notes  which  it  now 
treats  as  if  they  were  its  cash  balance  would  have 
disappeared,  and  it  would  be  left  with  gold  and 
silver  coin  of  the  value  of  £700,000  or  £800,000 
to  meet  all  demands.  It  is  not  difficult  to  predict 
the  result.  But  who  would  be  to  blame? — the 
Bank  Act  or  the  directors  ?  Undoubtedly  the  direc- 
tors ]  for  if  they  were  to  keep  in  the  banking-  depart- 
ment such  a  cash  balance  of  gold  and  silver  coin  as 
would  be  sufficient  to  meet  all  the  probable  demands 
on  that  establishment,  they  might  then  view  the 
export  of  bullion  from  the  issue  department  without 
alarm.  But  it  is  evident  that  a  cash  balance  many 
times  larger  than  that  which  the  Bank  usually 
holds  would  be  necessary  to  place  it  in  a  secure  posi- 
tion. If  this  policy  were  adopted,  there  would  be 
less  capital  available  for  banking  purposes,  and  the 
Bank's  profit  might  be  somewhat  diminished.  But 
it  would  still  be  able  successfully  to  compete  with 
the  other  London  banks,  for  it  would  possess  many 
advantages  over  them  in  its  great  capital,  iisprestigey 
and  in  having  the  monopoly  of  the  Government 
business. 

However  just  and  reasonable  it  may  be  to  wish 
and  expect  that  the  Bank  of  England  should  view 
the  Bank  Act  with  Sir  R.  Peel's  eyes  and  carry 
out  his  system  of  currency,  it  would  be  unwise  to 
trust  to  such  an  unlikely  possibility,  and  it  is  there- 
fore desirable  to  ascertain  how  the  law  could  be  so 


27 

altered  so  as  to  give  effect  to  that  system.  We  believe 
that  it  could  very  easily  be  done  without  disturbing 
in  any  sensible  degree  our  banking  and  commercial 
interests. 

The  s}^stem  of  currency  established  by  the  Bank 
Act  of  1844  authorises  the  ksue  department  of 
the  Bank  of  England  to  issue  £14,650,000  of  notes 
against  Government  Securities,  and  compels  it  to 
issue  notes  to  the  full  value  of  the  gold  and  silver 
bullion  deposited  with  it,  but  not  more  than  one- 
fourth  to  be  against  the  silver.  In  thus  providing 
for  the  issue  of  notes  on  the  security  of  bullion,  Sir  R. 
Peel's  object  was  to  save  the  time  lost  and  the  expense 
incurred  in  coining  the  gold  into  sovereigns,  and 
to  supply  notes  which  should  act  precisely  as  if 
the  bullion  they  represent  had  been  coined  into 
sovereigns.  Unfortunately,  the  only  one  of  these 
desirable  objects  which  his  system  does  attain  is 
the  saving  of  time ;  for  there  is  no  real  saving  of 
expense  to  the  public,  and  these  notes  do  not  act  as 
sovereigns  would  do  if  importers  were  to  coin  their 
bullion. 

In  the  first  place,  there  is  no  saving  of  expense 
to  the  country,  for,  under  Sir  R.  Peel's  system  of 
Bank  notes,  there  is  a  much  larger  amount  of 
bullion  held  as  security  for  those  notes,  which  are 
actually  in  the  hands  of  the  public,  than  if  all  which 
are  issued  against  bullion  were  recalled  and  sove- 
reigns issued  in  their  stead.  At  the  present  moment 
the  stock  of  bullion  is  rather  low,  yet  there  is  in  the 
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issue  department  bullion  of  the  value  of  £13,040,680, 
as  security  for  £6,113,505  of  notes  in  the  hands  of 
the  public.  On  an  average,  there  is  not  less  than 
£8,000,000  of  surplus  bullion,  which,  at  4  per  cent, 
would  yield  £320,000  per  annum— a  sum  much  more 
than  sufficient  to  pay  the  probable  average  expense 
of  coining-  sovereigns. 

And,  in  the  second  place,  the  notes  which  are 
thus  compulsorily  issued  do  not  act  at  all  in  the  way 
which  sovereigns,  coined  at  the  expense  and  at  the 
request  of  the  holders  of  bullion,  would  do.  These 
notes,  which  are  said  to  represent  sovereigns,  are  all 
for  larger  sums  than  sovereigns,  there  being-  no 
Bank  note  in  England  of  a  less  value  than  £5,  and 
it  is  hardly  necessary  to  say  that  notes  of  £o  and 
upwards  cannot  perform  all  the  functions  of  sove- 
reigns or  £l  notes.  They  are  of  very  little  use  for 
the  payment  of  wages  and  for  small  country  retail 
trades.  They  are  used  chiefly  by  merchants,  capi- 
talists, and  wholesale  dealers.  It  is  quite  possible 
that  there  may  be  a  superabundance  of  £o  and  £10 
Bank  notes  when  there  is  a  deficiency  of  sovereigns  ; 
and  it  is  well  known  that  an  abundance  of  the  former 
generally  stimulates  speculation,  while  an  abund- 
ance of  the  latter  increases  the  activity  of  our  retail 
and  manufacturing  industries. 

But  the  clause  in  the  Act  which  compels  the 
Bank  of  England  to  issue  notes  for  the  full  value  of 
the  bullion  deposits,  places  the  notes  thus  compul- 
sorily issued,  even  if  they  were  all  £l  notes,  in 
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quite  a  different  position  from  the  sovereigns  which 
the  holders  of  bullion  would  coin  only  when  they 
were  wanted  by  the  public.  For  if  it  rested  with 
them  to  choose  between  coining-  their  bullion  into 
sovereigns,  and  keeping  it  as  bullion,  it  would 
happen  that  when  the  currency  in  this  country  was 
full — i.e.  when  the  public  held  as  many  sovereigns 
in  circulation  as  they  desired,  and  gold  bullion  was 
as  valuable  abroad  as  in  this  country,  the  holders  of 
bullion  would  not  coin  it  at  all,  and  it  would  not  be 
forced,  as  the  notes  now  are,  into  circulation  at  an 
unseasonable  time  to  swell  the  amount  of  spare  cash 
in  the  Bank  of  England,  lowering  the  rate  of 
interest,  and  encouraging  speculation. 

The  saving  of  the  time  lost  in  coining  is  no  doubt 
a  most  important  object ;  but  it  is  quite  possible  to 
attain  it  without  introducing*  at  the  same  time  ele- 
ments of  evil.  For  that  purpose  it  is  necessary 
that  there  should  exist  somewhere  a  power  of  issuing 
legal  tender  notes  to  be  current  only  during  the 
time  required  for  coining  the  bullion.  The  esta- 
blishment to  which  one  naturally  turns  as  the  most 
suitable  to  be  entrusted  with  that  responsibility  is 
the  Mint.  It  might  be  done  thus : — Suppose  a 
merchant  has  a  quantity  of  bullion  in  London  at  a 
time  when  sovereigns  are  scarce,  and  when  it  would 
be  more  profitable  for  him  to  coin  his  bullion  into 
sovereigns  than  to  sell  it  as  uncoined  bullion  ;  sup- 
pose, also,  that  the  Mint  could  not  coin  it  under 
less  than  three  months.  It  is  proposed  that  im- 
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mediately  on  placing  it  in  the  Mint  he  should  be 
entitled  to  receive  from  that  department  notes  for 
16 "%  £5,  or  £10,  payable  to  the  bearer  three 
months  after  date  in  sovereigns  for  the  full  value  of 
the  gold  deposited,  less  the  expense  of  coining*  and 
of  issuing  these  notes.  And  as  it  is  desirable  that 
these  notes  should  not  continue  long  in  circulation, 
they  should  be  a  legal  tender  only  until  due;  for 
three  months  in  the  case  supposed,  and  that  after 
that  date  interest  should  be  chargeable  on  them. 
All  notes  returned  to  the  Mint  and  exchanged  for 
sovereigns  would  of  course  be  cancelled,  and  the 
Mint  would  part  with  sovereigns  only  in  exchange 
for  its  own  notes. 

If  this  proposal  were  adopted,  the  Bank  of  Eng- 
land would  still  have  the  privilege  of  issuing 
£14,650,000  of  notes  on  Government  securities, 
and  this  privilege  might  be  continued  or  cancelled  as 
might  be  most  for  the  public  advantage.  But  in 
the  event  of  its  being  continued,  the  notes  which 
are  issued  on  the  security  of  the  Bank's  loan  to 
Government,  amounting  to  £11,015,100,  ought  to 
be  not  only  a  legal  tender,  but  inconvertible  into 
gold,  because  it  would  be  unjust  towards  the  Bank 
to  -borrow  its  capital  against  its  will,  and  burden  it 
in  addition  with  the  responsibility  of  exchanging 
the  notes  which  represent  that  debt  for  sovereigns 
when  they  might  be  wanted  for  export.  It 
would,  however,  be  much  more  consistent  with 
sound  principles  that  Government  should  pay  off 
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the  Bank  loan  in  sovereigns  by  instalments,  and 
withdraw  the  privilege  of  issuing-  notes  on  toe  secu- 
rity of  that  loan. 

The  balance  of  Bank  of  England  notes,  amounting 
to  £3,634,900,  is  issued  against  ordinary  Govern 
ment  securities.     The    Bank  might  be  allowed    to 
issue    them    as   hitherto,   except  that  they   should  \ 
not  be  a  legal  tender,  nor  should  any  other  bank 
of  issue  be   entitled  to  pay  its   notes   with   them. 
Thus   the   Bank    of    England    would   be    placed 
on  the  same  footing  as  other  banks  of  issue,  and  it 
would  not  be  bound   to  supply  sovereigns   to   all 
comers  as  at  present. 

We  do  not  say  that  such  a  system  would  be  at 
all  a  perfect  one,  but  the  change  suggested  would, 
probably,  attain  the  object  Sir  R.  Peel  had  in  view 
much  more  effectually,  at  much  less  risk  to  the 
Bank,  and  with  less  danger  to  the  commercial  credit 
of  the  country  than  that  now  in  operation. 

Sir  R.  Peel's  views  respecting  currency  were 
not  free  from  error.  He  had  lived  at  a  time 
when  inconvertible  notes  had  caused  many  evils, 
and  when  the  unrestricted  power  of  issuing  small 
notes  and  tokens  had  been  greatly  abused.  In 
his  early  da}rs,  butchers,  bakers,  and  others,  in 
country  towns,  without  capital,  started  banks  and 
issued  bank  notes  to  as  great  an  extent  as  they  could 
induce  their  neighbours  to  circulate,  and  he  had  seen 
240  of  these  so-called  banks  fail  in  the  three  years 
1814, 1815,  and  1816,  and  had  witnessed  the  misery 
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which' these  failures  had  spread  through  the  land. 
His  ^ound  judgment  had  been  warped  by  the  evils 
prising*  from  inconvertible  bank  notes,  and  from  the 
establishment  of  innumerable  small  banks  of  issue ; 
and  he  was  thus  led  into  the  mistaken  conviction 
that  no  notes  could  be  really  and  practically  con- 
vertible ;  and  that  no  banks  of  issue  could  act 
prudently  and  keep  their  engagements  unless  they 
were  controlled  and  fettered  by  Acts  of  Parliament. 
What  are  the  defects  of  Sir  E.  Peel's  system, 
and  they  are  radical  ones,  will  appear  when  the 
principles  which  ought  to  guide  us  in  framing  a 
more  perfect  system  of  currency  are  discussed. 


THE   END. 


G.   NORMAN,   PRINTER,   MAIDEN   LANE,   COVENT  GARDEN. 
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